The authors dedicate this paper in honor of the memory of their deceased co-author, Erin Anderson. I n dyadic business relationships, parties can be incorrect in reading their counterparts' relational closeness. For example, they can overestimate or underestimate the counterpart's commitment to their relationship. In the business-to-business (B2B) literature, the consequences of such inaccurate perceptions have not been empirically investigated. We advance and test the proposition that the impact of misreading the other party's relational closeness depends on the direction of the error. We propose that overestimating the counterpart's relational closeness (CRC) is beneficial, while underestimating the counterpart's relational closeness is detrimental for the relationship's functioning. Using original dyadic data in the service sector, we show that most companies underestimate their CRC, in which case becoming perceptually more accurate would improve their relationships. But the opposite holds for parties that overestimate their CRC, in which case becoming perceptually more accurate would actually make the relationship deteriorate. Furthermore, we show that even in long-standing relationships, companies do not know how accurate their perceptions are, even when they believe that they correctly perceive their CRC. We discuss managerial implications of our findings and encourage future research to determine why most decision makers underestimate their CRC, which can lead to impaired functioning of B2B relationships.
Business-to-business (B2B) relationships are described in terms of relational characteristics such as commitment and trust. In the modern contractual relations paradigm (Macneil 1980) , in the buyer-seller relationship model (Dwyer et al. 1987) , and in social exchange theory (Blau 1968 ), relational characteristics (also called relational norms (Macneil 1980) , relationship connectors (Cannon and Perreault 1999) , or relational capital (Kale et al. 2000) ), are believed to evolve over time, leading to enhanced quality of the relationship, the absence of conflict, and ultimately, to increased performance outcomes (Dyer and Singh 1998) . The relationship progressively develops toward more efficient and cooperating interaction, where the history of the relationship determines whether to engage in further exchange (Blau 1968 , Dwyer et al. 1987 .
These theories focus on factual relational characteristics; that is, how they are displayed by the two par-ties in the dyad. However, Dwyer et al. (1987, p. 26) noted that "periods of misperception are inevitable." In line with this notion, John and Reve (1982) found that parties greatly differ in their assessment of the relationship. Subsequent research has, consequently, focused on the perceptions of relational characteristics rather than how they are displayed by the two parties. Scheer and Stern (1992) , for example, demonstrate that an influence attempt can result in greater satisfaction and trust when the identical message is framed positively as opposed to negatively. Ross et al. (1997) show that in insurance agent dyads, perceivers rate their performance outcomes from the dyad highest when they believe (rightly or wrongly) that they are less committed than their counterpart. Conversely, they rate their own performance outcome lowest when they believe that they are more committed than their counterpart. These beliefs about the parties' rela- Party B's perceived asymmetry in relational closeness (shown for commitment by Ross et al. 1997) Genuine difference in relational closeness (John and Reve 1982) Note. Arrows denote difference scores between two focal concepts.
tive positions are called perceived asymmetry of commitment in a dyad (see Figure 1 ). However, are decision makers accurate in perceiving such differences in commitment? More generally, how accurate are decision makers in perceiving their counterpart's relational closeness? Empirical investigations have found that business parties are accurate in their perceptions of their counterparts if the characteristics in question are objectively observable. For example, Porac et al. (1995) show that Scottish knitwear manufacturers are accurate in their perceptions of their competitors' product characteristics and generally agree on their understanding of rivalry in their market. Likewise, John and Reve (1982) show that key informants in a business dyad are accurate in their perceptions of objective "structural measures" such as centralization or formalization. However, when characteristics are subjective and less easy to observe, such as relational closeness (called "sentiment measures" in John and Reve's 1982 study) , parties greatly differ in their perceptions of their relationship.
As shown in Figure 1 , we investigate the accuracy of the overall perception of relational closeness and the impact of perceptual error in surmising relational closeness on how the relationship functions. A feature of our analysis, shown in Figure 1 , is that a focal party cannot know its own perceptual accuracy because it cannot know the true state of its counterpart.
We focus on the accuracy of perceiving the level of two relational norms, commitment and mutuality, and the level of two relational behaviors, investments in the partner and nonconstructive criticizing. Specifically, we investigate (1) how frequent are misperceptions of relational closeness, (2) the effect of the direction of overall perceptual error (i.e., perceiving the counterpart in an overly optimistic or pessimistic way regarding relational closeness), and (3) the effect of the extent of overall perceptual error (i.e., how far off is the focal party's perception from the truth). We propose that perceptual error in assessing relational closeness affects a relationship in two ways: It determines (1) what image (appealing versus unfavorable) the focal party holds of the counterpart and (2) the degree to which the focal party believes it shares compatible business goals with the counterpart. We will call these two properties-the image the focal party holds of the counterpart and the degree to which it senses the parties pursue compatible business objectives-the "framing of the counterpart"; that is, how the focal party overall sees the counterpart.
We present a contingent model of how perceptual error impacts the way the focal party frames its counterpart. Key is the direction of the perceptual error. We propose that understating the counterpart's relational closeness (CRC) leads the focal party to develop a negative frame of the counterpart (unfavorable image, divergent goals). The greater the extent of perceptual error, the more negative will be the effect leading to a more unfavorable frame of the counterpart. In contrast, overstating the CRC will lead the focal party to INFORMS holds copyright to this article and distributed this copy as a courtesy to the author(s).
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frame the counterpart in a more encouraging light (favorable image, congruent goals). And the greater the extent of perceptual error is, in this case, the more favorably the focal party frames its counterpart. The framing of the counterpart in turn determines how much conflict it experiences in the relationship and, ultimately, how much profit the focal party derives from the relationship. Using primary data from 484 members of 242 standing insurance agency relationships, we test our two hypotheses. The results show that the majority of companies in our sample err on the pessimistic side; that is, they understate their CRC. These companies frame their counterparts in an unfavorable manner, which in turn dampens their relationship's functioning. Companies that overestimate their CRC frame them in a favorable way, which is functional in that it reduces conflict, which in turn enhances profits for the focal party.
The paper is organized in four sections. In the first section, we define perceptual error and develop contingent hypotheses regarding the impact of the direction of perceptual error (under-and overstating the CRC) and the extent of perceptual error (EPE) (the extent to which a party over-or understates the CRC). The second section describes the dyadic data collection, the model specification, and the construction of measures, particularly the measures of the direction of perceptual error and the EPE. This section also presents evidence that informants do not have a good sense of how accurate they really are, even though they firmly believe themselves to be accurate. The third section presents the model estimation and results. The fourth and final section discusses the findings in the light of extant B2B relationship theories and offers managerial implications and suggestions for further research.
Theory Development
The Concept of Perceptual Accuracy Perceptual accuracy as defined in social psychology is the degree to which a person correctly ascribes to another person a property such as a personality trait, an attitude, or a behavior. The challenge is to know what the truth is. In the typical research paradigm, a judge (the perceiver) estimates the level of a certain characteristic of a target person. For example, the judge might estimate how committed the target person is to their personal relationship. This judgment is called the perceived commitment on the part of the judge. The target person also rates his or her own level of commitment, which is taken to be the truth. The difference of these two ratings constitutes the accuracy of the judge's perception (Kenny and Albright 1987, cf. Figure 1) . If this difference is positive (the judge overstates the target's commitment), perceptual error is positive, and the judge's inaccurate perception is called a positive illusion. If the difference in ratings is negative (the judge understates the target's commitment), perceptual error is negative, and the judge's inaccurate perception is called a negative illusion.
The general finding is that people are amazingly inaccurate in their perceptions of other people, even when judges and targets should know each other well (e.g., Davis et al. 1986) . The same has been demonstrated in dyadic business relationships. In the already mentioned study by John and Reve (1982) on the reliability and validity of the key informant approach, key informants greatly diverge in their perceptions of relational closeness such as goal compatibility, evaluation of accomplishments, or norms of evaluation. The authors (ibid., p. 523) conclude: "We believe the major problem is in 'real' differences in perception between informants across the dyad in relation to these variables. The reason for the lack of convergence is thus a conceptual one rather than any problem associated with the key informant technique per se." We address this conceptual issue: While traditional key informant research treats diverging information as errors (because of insufficient knowledge or perceptual biases) of one true underlying construct, we take key informants' self-reported relational closeness as the truth and conceptualize diverging perceptions of the counterparts' relational closeness as perceptual inaccuracy.
The Impact of Perceptual Error What are the consequences of perceiving a counterpart's relational closeness accurately or inaccurately? For example, if a company perceives its counterpart as highly committed to the relationship, the focal party will surely be better off by accurately perceiving the counterpart as highly committed than by misperceiving it as little committed. However, what happens if the counterpart is, in fact, little committed? Will the focal party be better off by accurately perceiving the counterpart as little committed, or does it pay to misperceive the counterpart as highly committed, thereby maintaining a positive illusion about its counterpart's commitment?
Two bodies of literature offer conflicting predictions. The behavioral decision literature presumes any inaccuracy-whether over-or underestimating the target-to be dysfunctional, yielding judgment biases that undermine effective forecasting (e.g., Kardes 2002) . Likewise, in the analytical decision literature, inaccuracy is theorized to have negative effects independent of the direction of perceptual error (DPE). For example, in game-theoretic formalizations of relational contracts (e.g., Baker et al. 2002) , relational contracts are feasible only if the downstream party knows INFORMS holds copyright to this article and distributed this copy as a courtesy to the author(s).
the upstream party's characteristics. In person perception, lack of accuracy is considered to lead to poor forecasting of the other party's behavior, attitudes, and reactions (Funder 1987) with deleterious consequences for interpersonal relationships (Swann 1984) . Applying this reasoning to B2B relationships, any perceptual inaccuracy should impair the functioning of the relationship by degrading the focal party's framing of the counterpart (poorer image, less goal congruence (GOAL)). Consistent with this view, Weitz (1978) showed that a salesperson's ability to correctly read the buyer-firm perceptions of product attributes improves the salesperson's performance. Speaking in terms of the direction of perceptual error (over-or understating) and the EPE (the extent to which a target is over-or understated), these theories suggest that companies should always benefit from little perceptual error; the direction of error should not matter at all. In contrast, social psychologists and researchers in organizational behavior have stressed the beneficial role of positive illusions; that is, the erroneous belief that things are better than they really are. For example, Taylor and Brown (1988) argue that overly optimistic views about oneself and the world help to maintain an illusory sense of control and foster mental well-being, a position that is supported by Weick (1995) in the organizational context. Likewise, Sutcliffe (1994 Sutcliffe ( , p. 1374 argues that "misperceptions may be beneficial if they enable managers to overcome inertial tendencies and propel them to pursue goals that might look unattainable in environments assessed in utter objectivity. Because environments are not seen accurately, managers may undertake potentially difficult courses of action with the enthusiasm, effort, and self-confidence necessary to bring about success." In short, unjustified optimism (positive illusions) encourages constructive action, which in turn improves the situation (a self-fulfilling prophecy). Interestingly, these authors do not address the potential negative effects of inaccurate perceptions; namely, negative illusions: the erroneous belief that things are worse than they really are.
Personification of Companies and the Framing of the Counterpart
We argue that inaccurate perceptions influence the overall image that a party holds of its counterpart. Business partners perceive each other in much the same way humans do, as exemplified in social perception theory. For example, people speak about companies in a human-like fashion. We have no difficulty in assigning moral attributes to a company by describing it as ethical or unethical. Personifying an organization is also reflected in the belief that organizations subscribe to norms, which in turn help them function without the need for elaborate contracts (Macneil 1980) . If decision makers' images of companies are based on some of the same attributes as images of individuals, the psychological processes involved in human impression formation (and subsequent behavior) can be assumed to be similar to the processes involved in forming images about companies (Schneider 1987) . In this respect, Staw and Sutton (1993, p. 367) argue that: " given that organizations can magnify and blunt individual cognitive processes, it is important to conduct research on the effects of aggregated beliefs on organizational actions rather than to just assume that such effects will occur because they have been demonstrated in individuals or groups outside of the organizational context." Our research does so, demonstrating that individual behavior as per social perception theory is parallel to how upstream and downstream firms perceive each other.
We conceptualize the image a party holds of its counterpart in two ways. First, we ask each party to rate its counterpart along a number of personality characteristics, such as trustworthiness or flexibility. Second, we ask each party to which extent it pursues business goals that are congruent with those of the counterpart. Research in group dynamics and cooperation has shown that the more two groups share superordinate goals, the more favorably they perceive each other (Sherif 1966) . Likewise, in the organizational literature, Pinto et al. (1993) and Xie et al. (2003) demonstrated that goal congruity among cross-functional teams (such as marketing, R&D, and manufacturing in new product development) causes teams to view other teams in a more positive way, leading to enhanced cooperation. At the same time, the more favorably a team views its counterpart, the more it is willing to take into account constraints that the counterpart is facing. When problems arise, acknowledging the constraints of the counterpart enables a team to focus on the commonly shared business goals rather than assuming that the counterpart is pursuing different objectives. So, the way a party frames its counterpart is reflected in the favourableness of its image of the counterpart (IMA) and the extent to which the party perceives it is pursuing the same business objectives as the counterpart.
Favorable IMA. When decision makers personify their counterpart organizations, they "frame" them by developing a shorthand description, a picture of their major features. Of particular interest is how favorable is the overall image they form. Positive (favorable) images could include such adjectives as reasonable, trustworthy, consistent, or flexible, while negative (unfavorable images) could include adjectives such as obnoxious. INFORMS holds copyright to this article and distributed this copy as a courtesy to the author(s).
GOAL. In a B2B relationship, each party has business goals, frequently conflicting. Even in marketing channels in which the suppliers and their channel members are interdependent, clashes of goals are inevitable, and suspicions are easily aroused (Coughlan et al. 2001) . The more parties believe their goals are compatible, the more they are able to take the counterpart's side into account.
In line with the social psychology and the organizational literature, we propose that misreading one's CRC can be beneficial or harmful, depending on the situation. Key is the direction of the error; that is, the distinction between overestimating and underestimating the counterpart's relational closeness. When a company inaccurately perceives its counterpart to be highly relational (overstating relational closeness), this positive illusion is functional in that it should lead the focal party to hold a favorable impression of the counterpart and to believe it pursues the same objective as its counterpart. Holding positive illusions about relational closeness should improve framing. Likewise, when a company inaccurately perceives its counterpart to be relationally distant (understating relational closeness), this negative illusion is dysfunctional in that it should lead the focal party to hold an unfavorable impression of the counterpart and to believe it pursues different objectives as its counterpart. Holding negative illusions about relational closeness should impair framing.
Hypothesis 1A (H1A). The DPE affects the IMA, such that overestimating a CRC will have a positive impact on the image the focal party holds of the counterpart, and underestimating will have a negative impact.
Hypothesis 1B (H1B). The DPE affects perceived GOAL, such that overestimating a CRC will have a positive impact on the focal party's perception that it is pursuing objectives congruent with those of the counterpart, and underestimating will have a negative impact.
When a company overstates its CRC, it frames its counterpart in a more positive way. The greater the extent to which the focal party overstates its counterpart, the more favorable should be its framing of the counterpart. Likewise, the greater the extent to which a company understates its CRC, the more unfavorable will be the way the company frames its counterpart.
Hypothesis 2A (H2A). The EPE moderates the impact of the DPE, such that the greater the extent to which a party overestimates its CRC, the more favorable will be the image it holds of the counterpart. And the greater the extent to which a party underestimates its counterpart's relational closeness, the more unfavorable will be the image it holds of the counterpart.
Hypothesis 2B (H2B). The EPE moderates the impact of the DPE, such that the greater the extent to which a party overestimates its CRC the more goal congruence will be experienced with the counterpart. And the greater the extent to which a party underestimates its CRC, the less GOAL will be experienced.
In contrast, the decision literature predicts that only the EPE should have an effect on the framing of the counterpart; the DPE should not matter:
Hypothesis 2C (H2C). Only the extent of perceptual error, but not the direction, affects the IMA, such that the greater the EPE, the less favorable will be the image the focal party holds of the counterpart.
Hypothesis 2D (H2D). Only the EPE, but not the direction, affects perceived GOAL, such that the greater the extent of perceptual error, the less the focal party will perceive pursuing objectives congruent with those of the counterpart.
Note that the above hypotheses allow us to distinguish between the two competing predictions from the literature. While the decision literature predicts that only the EPE should have an effect on the framing of the counterpart (H2C and H2D), the social psychology and organizational behavior literature predicts two effects: (1) a general effect of the DPE (H1) and (2) a moderating effect of the EPE that magnifies the effect of the DPE (H2A and H2B).
Our hypotheses rest on the premise that decision makers do not know how accurate they are and that they update rather slowly, so that any misperceptions persist long enough to create effects. However, we would expect that over time parties get to know each other better and hence become more perceptually accurate.
Hypothesis 3 (H3). The older a relationship, the more perceptually accurate will be the two parties.
To capture such dynamic effects, we would need cross-sectional data over several time periods. Given the tremendous difficulty to collect such longitudinal data in a dyad-matching survey, we rely on crosssectional data, where we try to capture the dynamics by estimating the impact of reported relationship duration on perceptual accuracy. The constructs and hypotheses are displayed in Figure 2 .
Consequences of Perceptual Error-Process and Performance Outcomes
We now turn to indirect consequences of perceptual error. Thus far, we have argued that A's perceptions of B's relational closeness impact A's image of B and its sense that their business goals are compatible. The direct effects of perceptions are unlikely to go any further. However, how a party frames its counterpart has economic consequences. A positive image and an experience of congruent goals enhance cooperation and INFORMS holds copyright to this article and distributed this copy as a courtesy to the author(s).
Additional information, including rights and permission policies, is available at http://journals.informs.org/. decrease the level of conflict (Pinto et al. 1993 , Xie et al. 2003 ). This will hold especially in service industries, because here the "product" is intangible and difficult to understand and the service provider's ability is crucial , Zeithaml et al. 1990 ).
That is, the service employee is part of the product (Kotler 2003) , which should increase the importance of the image of the service provider for experienced conflict with the service provider. A company will be more ready to dispute if its image of its counterpart is negative, at the limit being quick to suspect the worst, sensitive to another transgression, easily aggrieved, and ready to believe the worst.
Hypothesis 4A (H4A). The more positive party A's image is of B, the less conflict A experiences with B.
Conflict is enhanced when parties believe they are pursuing different goals, which can put them at crosspurposes and reduce the motivation to coordinate (Tjosvold 1984) .
Hypothesis 4B (H4B). The more party A perceives goal congruence with B, the less conflict A experiences with B.
As the large body of evidence on conflict and performance outcomes demonstrates (cf. Geyskens et al. 1999) , absence of conflict is positively related to both economic and noneconomic satisfaction. Conflict creates alienation and suspicion and retards cooperation, reducing the mutual benefits from cooperation between the two parties (Frazier 1983) .
Hypothesis 5 (H5). The more conflict is experienced, the lower are own profits derived from the relationship. H4A, H4B, and H5 are included as a further test of the nomological validity of our model of the consequences of perceptual error.
Model Specification and Data Collection
Data Collection Dyadic data from two large insurance companies and their respective agents in the United States are used to test the model in Figure 2 . Principal-agent relationships are of particular interest in the insurance industry because of potential moral hazard problems. Agents are much better informed than are insurers about the likely risk of prospects they recommend to the insurer, as well as the legitimacy of many of the claims filed by their customers. Because agents make their profits from commissions, there is an incentive to understate a true risk level to induce the insurer to write a policy at an acceptable price, as well as to overstate the extent and validity of claims to retain the customer's business. Such practices are of great concern to the insurer because they substantially impact the insurer's profitability in the years after a policy is issued. This motivates insurers to build close relationships with the agents (Ross et al. 1997) . Agents, in turn, might be interested in relationships to differentiate their companies from other sellers (Galunic and Anderson 2000) . INFORMS holds copyright to this article and distributed this copy as a courtesy to the author(s).
Additional information, including rights and permission policies, is available at http://journals.informs.org/. A survey instrument was developed through literature review and field interviews with selected agents and personnel from the two insurance writers. The two insurers provided a representative random sample of their agents with the name of the person most knowledgeable about the relationship with the insurer, both for the underwriter and the agent. Because these are typically small companies, the person identified was usually the agency's owner. Questionnaires were sent to matched pairs, asking the insurer about the named agent and the agent about the named insurer. Cooperation was requested by the researchers, with an accompanying letter from the insurer. Both letters guaranteed confidentiality to all participants. Respondents were promised a generalized summary of the findings; a followup mailing was made a month later.
The larger of the two insurance writers, a property/casualty insurer, provided lists of 452 pairs that generated a response rate of 54% among agents and 71% among company personnel. The lesser-known life insurer provided lists for 151 pairs that enjoyed a response rate of 53% for agents and 82% for company personnel. Ultimately, there are 255 dyads (matched insurer-agent pairs) for which both sides provided completed questionnaires. Of these 255 pairs representing 510 focal actors, 484 are complete on every measure invoked in Figure 2 . Model estimation is based on these 484 observations; the measurement analyses are based on the full sample.
Measures and Measurement Analysis
Almost all items were measured on 7-point Likert scales, with the end points 1 = strongly disagree and 7 = strongly agree. Exceptions were the IMA and the quality of counterpart's personnel, which were measured on 7-point semantic differential scales, and the age of the relationship, measured in years/months. Items and the statistics of the measurement analyses are given in the appendix (scales are original to this research if not indicated otherwise). For all constructs invoked in Figure 1 , principal component analyses were conducted to ensure unidimensionality. Cronbach alphas (based on the full sample) range from 0.70 to 0.91. Confirmatory factor analyses were conducted separately for the companies and agents samples to demonstrate the validity of the measures. Because large samples and many items per construct lead the chi-square statistic to reject valid models (Bagozzi and Yi 1988) , we relied more on the adjusted goodness-of-fit index (AGFI). AGFIs ranged from 0.91 to 1.00. For all reflective measures, we assured discriminant and convergent validity following Bagozzi INFORMS holds copyright to this article and distributed this copy as a courtesy to the author(s).
Additional information, including rights and permission policies, is available at http://journals.informs.org/. et al. (1991) procedure. The correlation matrix of measures is displayed in Table 1 . Complete details for each of the measures are shown in the appendix.
The Measures of Perceptual Error (Direction and Extent of Perceptual Error). Perceptual error measures how well party A "reads" party B's relational closeness, and thus concerns any of one party's characteristics that reflect how close is the relationship, or, in Macneil's (1980) terms, how strong and well developed is the "relational contract." In B2B relationships, relational closeness is manifested in relational norms and behaviors. Error and accuracy matter in perception of relational norms (such as commitment level or concern for the other's welfare, hereafter called mutuality) and relational behaviors (such as transaction-specific investment or continually blaming the other side when problems arise). However, a company that is accurate in its perception of the counterpart's commitment is not necessarily also accurate in its perception of the counterpart's level of transaction-specific investments. This suggests that perceptual error should be captured by a formative indicator rather than a reflective measure, indexing the overall level of how accurately a company reads its counterpart with respect to the different aspects of the relationship.
Our conceptualization of perceptual error as a formative indicator (a composite over multiple facets) differs from the psychological conceptualization (a single facet) in an important way: In social psychology, perceptual accuracy is assessed with respect to only one characteristic; say, commitment. Perceptual accuracy can thus be readily categorized into positive illusion (overstating commitment), no illusion (accurate perception), and negative illusion (understating commitment). One variable reflects both the extent and the DPE. In contrast, our perceptual error conceptualization captures several relationship aspects at the same time. This allows us to separate the extent to which a party is perceptually accurate (overall) from its direction of perceptual error (overall).
To see this, consider the following example: Party A overestimates party B's commitment level but underestimates party B's level of transaction-specific investments. The formative indicator of perceptual error sums up the absolute deviation of each estimation, yielding a high score of perceptual error. By removing the sign of the deviations, the measure captures the extent of misreading irrespective of its direction. We call this the EPE. Another variable can now be constructed to capture the direction of perceptual error irrespective of its extent. The direction of perceptual error is computed by summing up both estimations (party A's assessment of B's commitment and transaction-specific investments) and maintaining the direction of perceptual inaccuracy (i.e., over-or underestimation). This variable thus balances the overestimation of party B's commitment level by the underestimation of party B's level of transactionspecific investments. The resulting score would be zero, indicating that party A overall neither overstates nor understates party B. We call this state the absence of a coherent illusion.
In contrast, a coherent positive illusion would be indicated if party A overstates party B to a greater extent than it understates party B (a positive score for EPE). Similarly, a coherent negative illusion (party A understates party B to a greater extent than it understates party B) would be indicated by a negative score for extent of perceptual error. Furthermore, by categorizing the extent of perceptual error variable into −1 for negative scores, 0 for 0 scores, and +1 for positive scores, the resulting categorical variable captures the DPE and is almost insensitive to the extent of the error. A coherent negative illusion (−1) implies perceptual inaccuracy, as does a coherent positive illusion (+1). Absence of a coherent illusion (0) includes both inaccurate and accurate perceptions.
As argued above, it is appropriate to conceptualize the EPE as a formative measure. The validity of a formative indicator depends on the scope of the latent variable (Nunnally and Bernstein 1994) . Failure to consider all facets of the construct will lead to an exclusion of relevant indicators, and thus exclude part of the construct itself (Bollen and Lennox 1991) . Practically, however, it is impossible to consider all facets of relational closeness. We therefore focus on the four major aspects mentioned above. While our EPE measure might be incomplete, statistically significant effects would provide evidence that the aspects considered in the formative measure indeed tap important aspects of a B2B relationship.
EPE. For each of the four constructs (commitment, mutuality, specific investments in the partner, and nonconstructive criticizing), parties reported their own states, which are unknown to the other side, and their best estimate of the counterpart's state. Following the social perception literature, we treat each party's report (to us, in confidence) of its own state as truth. We consider as accurate perceivers those whose estimates match what their counterparts report (only to us and under assurance of confidentiality). Of course, a party cannot know its accuracy, as it does not have access to the other side's statements (see Figure 1 ). Thus we measure the focal party's EPE as its estimate of the other side's state minus the other side's report of its own state. To assess the overall extent of perceptual accuracy regardless of the direction of error (overstating or understating the counterpart), we remove the sign of the difference between perception (focal party's estimate of the counterpart's state) and truth (counterpart's self-reported state). We INFORMS holds copyright to this article and distributed this copy as a courtesy to the author(s).
now turn to the four constructs underlying our formative indicator. Commitment is probably the most influential and agreed-upon relational characteristic in B2B relationships. Both sides-the insurance writer and the agent-are asked their level of commitment to their relationship (own commitment), and how committed they think the counterpart is to the relationship (perceived commitment). The EPE regarding commitment is computed as the focal party's perception of the counterpart's commitment minus the true commitment of the counterpart in absolute values. The composite scales' reliabilities are computed after Peter et al. (1993) , yielding a Cronbach alpha for the extent of perceptual accuracy regarding the companies' commitment of Companies = 0 79, and for the agents a Cronbach alpha of Agents = 0 85. Six is the largest difference possible between two 7-point scales: this will apply to all four elements of perceptual accuracy.
Mutuality denotes the degree of perceived distributive fairness regarding the outcomes; that is, the absence of " perceptions that one side constantly gets too good a deal" (Macneil 1980, p. 45) . We operationalized mutuality as the focal party's concern for the counterparts' profitability, as opposed to just one's own profitability. Mutuality thus denotes how much a party cares about its counterparts financial well-doing, whereas GOAL denotes the degree to which both parties share the same business objectives. The EPE about mutuality is the absolute difference between the focal party's perception of the counterpart's mutuality and own mutuality as rated by the counterpart ( Companies = 0 75, Agents = 0 83).
Investment in one's partner is a transaction-specific investment (Williamson 1985) . The insurer's investment in an agent in terms of dedicating personnel and tuning methods of operation to the agent is one means to establish close relationships. From the agents' perspective, investing in personnel and special methods of operation geared toward the insurer provides protection from territorial competition (Anderson and Weitz 1992) . For each side, the EPE regarding the investment in the partner is computed as one's perception of investment by the counterpart (perceived investment) minus actual investment in the partner as reported by the counterpart, in absolute value ( Companies = 0 70, Agents = 0 72).
Nonconstructive Criticizing. Scheer and Stern (1992) argue that the effect of an influence attempt depends not on the explicit content of the attempt, but on perceptions of the influence attempt. Negatively framed influence attempts result in more damaging attitudes toward the influencer than do positively framed influence attempts. We measured each side's general tendency in this relationship to nag and criticize the counterpart. The extent of perceptual error about nonconstructive criticizing is computed as the focal party's perception of the counterpart's nonconstructive criticizing (perceived nonconstructive criticizing) minus the counterpart's actual nonconstructive criticizing, in absolute value ( Companies = 0 73, Agents = 0 80).
Discriminant Validity.
To ensure that the eight component scales (underwriter and agent for each of the four constructs of commitment, investment in partner, mutuality, and nonconstructive criticizing) indeed constitute eight different aspects of the relationship, discriminant validity was established following the procedure of Bagozzi et al. (1991) . In combinations of two-construct models, a significant difference in model fit was obtained between models without constraints and models with the interconstruct correlation restricted either to one (discriminant validity) or to zero (convergent validity). Bollen and Ting (2000) propose the so-called tetrad test for the validity of formative indicators. Testing the four difference components (commitment, investment in partner, mutuality, and nonconstructive criticizing) with this test establishes the formative nature of the underlying construct, extent of perceptual accuracy. The formative indicator of EPE is constructed as the sum of the absolute values of the four components. It is coded such that higher scores reflect greater error: the scale ranges from 0 to 24.
Nomological Validity. As noted earlier, our conceptualization of perceptual error rests on two premises: (1) Actors do not know how accurate or inaccurate their perceptions are, and (2) they update rather slowly, so that any misperceptions persist long enough to create positive or negative effects. Table 2 presents evidence that this is so. Two single-item indicators index how well each company thinks it understands its counterpart. These subjective accuracy measures do not correlate with our objective measure of extent of perceptual error. Another item indicates the company tries to take the counterpart's perspective into account, but even these companies don't appear to be more accurate. In short, both insurers and agents appear, by our measure, to be fairly ignorant about how well they can read the relational closeness of their opposite numbers. This implies that our objective perceptual error measure has the desirable property of being unknown to the perceiver. At the same time, perceivers appear to be (erroneously) confident that they are accurate in their perceptions of their counterparts, as is indicated by the high means of the subjective perceptual accuracy measures (all three subjective accuracy means are significantly above 4.8; the scale midpoints are 4).
Another way to test our perceptual error measures for nomological validity is based on the selfserving attribution bias. According to the self-serving INFORMS holds copyright to this article and distributed this copy as a courtesy to the author(s).
Additional information, including rights and permission policies, is available at http://journals.informs.org/. Note. Correlations greater than 0.08 in absolute value are significant at the 5% level. Legend. EPE = Objective Extent of Perceptual Error (formative indicator regarding commitment, investment in partner, mutuality, and nonconstructive criticizing). FEEL = We/I think we have a good idea about this agent's/company's feelings about us. PERSP = We/I consciously try to take the agent's/company's perspective when we make suggestions or develop new programs. KNOW = We/I really don't know what this agent/company thinks about our relationship (reversed coding).
attribution bias, people tend to attribute successes to internal causes (e.g., own skill and effort), and failures to external causes (e.g., lack of skill or effort of others in joint projects; Bettman and Weitz 1983) . So, if the self-serving attribution bias holds, decision makers should be inclined to attribute successes in their relationship with a partner to their own commitment, concern for mutuality, investment in the partner, and absence of nonconstructive criticizing. Conversely, they should attribute failures in their relationship to the counterpart's lack of commitment, lower concern for mutuality, lower investments of the counterpart in the relationship, and greater nonconstructive criticizing by the partner. Thus, in general, parties will believe that they are more committed than their counterparts, show more mutuality than does their counterpart, have invested more in their counterpart than their counterpart has invested in them, and do less nonconstructive criticizing than do their counterparts. So we expect that parties, on average, will underestimate their counterpart's relational closeness rather than overestimate it. We tested this expectation for each of the four constructs: commitment, mutuality, investment in partner, and nonconstructive criticizing. Specifically, we computed the difference between the focal party's perception of the counterpart's characteristics/behaviors and the counterpart's own characteristics/behaviors. Testing these four scores against zero shows that three of them are significantly less than zero, indicating that parties indeed tend to believe they are relationally closer than their counterparts (see Table 3 ).
DPE: Coherent
Positive and Negative Illusions. The measure of coherent illusions is intended to capture the overall DPE regardless of a specific error level. To this end, we summed the previous four difference scores of truth (the counterpart's self-reported states) and perception (the focal party's estimates of the counterpart's states), but this time keeping the sign. The resulting illusion score ranges from −24 (maximum negative illusion) over 0 (no illusion) to +24 (maximum positive illusion). We then categorized this illusion score into −1 (negative illusions), 0 (no illusions), and +1 (positive illusions). A party was classified as coherently underestimating its CRC (coherent negative illusion) when its illusion score was significantly lower than 0 at the 0.001% level, and was classified as coherently overestimating its CRC (coherent positive illusion) when its illusion score was significantly higher than 0 at the 0.001% level. In line with the self-serving attribution bias (i.e., the tendency to attribute successes to own effort and failures to lack of effort of the counterpart), we find 55.6 % coherent negative illusions, 10.3% absence of coherent illusions, and 34.0% coherent positive illusions.
Other Key Constructs ORC and CRC. It is possible that a highly relational focal organization finds it comforting simply to impute congruent goals and a favorable image to the counterpart, without verification. While this would hardly constitute sound business practice, it cannot INFORMS holds copyright to this article and distributed this copy as a courtesy to the author(s).
be ruled out. Therefore, we include as a covariate the level of ORC and the level of the CRC. The former is the sum of the four indicators of relational closeness except investment in partner, i.e., own commitment, own mutuality, and own nonconstructive criticizing. The tetrad test on this formative indicator establishes the formative nature of this scale. The CRC is constructed from the counterpart's indicators (again, all indicators except investment in partner), which also pass the tetrad test. ORC and CRC are expected to have a positive effect on the image a focal party holds of IMA, on perceived GOAL, and on PROF derived from the relationship, and a negative effect on CONF in the relationship. The level of OINV and CINV were entered as separate covariates. This is because as Anderson and Weitz (1992) have shown, investments in partner are used as pledges in a relationship, and hence the level of OINV has different effects on the relationship than do the other relational aspects.
AGE. Because the agencies are typically small companies, we expected agents to provide more reliable information regarding relationship age, and therefore asked agents how many years and months they had been working with the insurer.
GOAL is the belief that the counterpart shares the focal party's objectives (John and Reve 1982) and was measured on the overall level. The image the focal party holds about the counterpart IMA was measured on six semantic differentials regarding interest in the focal party, flexibility, consistency, reasonableness, forgivingness, and trustworthiness. A low value (disinterested, inflexible, unforgiving, inconsistent, not trusting, and unreasonable) is a negative image of a company that could be personified by adjectives such as obnoxious.
CONF means disagreeing frequently and intensely over important issues (Brown and Day 1981) . Because perceived conflict has considerable inertia (Pinkley and Northcraft 1994) , two items about past conflict were included in this measure.
PROF. Unfortunately, the insurance companies and their agencies did not assent to reveal specific numerical data on their profits. Thus we had to rely on a proxy measure for profits that was operationalized as current and expected future profits measured on 7-point Likert scales. As a validation measure, the insurer provided an estimate of the sales volume generated in the relationship, which correlates with the profits measure at the 10% level (p < 0 05). Because profits and sales-volume are not synonymous (especially in the insurance industry), it is not surprising that this correlation is not higher.
Model Specification: Other Factors Influencing Key Variables of Interest
So far, we have considered how the consequences of perceptual error lead to an impact on conflict and on a company's profits. The principal variables are represented in Figure 1 in boldface. To minimize estimation bias because of model misspecification, we include covariates likely to be correlated with the variables of interest. All variables that the focal party cannot know are italicized.
The COM. Given that parties cannot know how accurate they are in their perceptions of their counterpart, one of the most effective means to enhance perceptual accuracy is intensive communication. However, communication is effective only if the parties involved act honestly. Hence, we expect the degree of honest communication (i.e., free of attempts to deceive the other party) between the two parties to be negatively associated with the EPE of either party. Furthermore, the more one interacts with the other party, the more likely misunderstandings are to be clarified and potential disagreement over goals to be resolved (Mohr and Nevin 1990) . Hence, the more two parties A and B engage in honest communication, the more positive will be A's image of B (IMA), and the higher will be perceived GOAL. Finally, we expect the intensity of honest communication to have its own influence on the level of CONF experienced by both parties (Dwyer et al. 1987 , Macneil 1980 . Honest communication is regarded as the most effective remedy for conflict between parties. Hence, the more two parties engage in honest communication, the less conflict they will experience. The COM was measured by asking each side to rate how much the parties engage in open information exchange.
The Counterpart's Personnel PERS . In the services sector, service personnel "create the product" (Zeithaml et al. 1990) , so the quality of party B's personnel will be critical, particularly for party A's image of B (IMA). The higher the counterpart personnel's quality in terms of experience and training, the more positive A's image will be of B. Quality of partner's personnel PERS is indexed by ratings of perceived experience, training, knowledge, and communication skills of the counterpart's personnel.
A related factor is the TURN. When the other party frequently changes faces, it is difficult for the focal party to develop personal bonds in the relationship. This should have a negative impact on the image the perceiver holds of the counterpart (IMA). Turnover rate of the counterpart's personnel was measured on a single item reflecting change in the people who deal with the focal party.
Turnover rate and personnel quality should also influence the level of perceived conflict for similar reasons (Thomas 1992) . We expect turnover rate of the INFORMS holds copyright to this article and distributed this copy as a courtesy to the author(s).
counterpart's personnel to positively impact conflict, and the counterpart's personnel quality to negatively influence perceived level of conflict.
Competitive Endowments SYN and SUPER . The performance of a relationship will significantly determine the PROF enjoyed by the parties involved. Performance depends on the counterpart's endowments, regardless of the state of the relationship. In distribution channels, a critical factor is SYN achieved through complementarity of products, territories, and operations between the parties. Both parties-companies and agents-report to what extent synergies are created by the counterpart's products (for the company, this means the agent's other brands). Synergies should have a positive impact on profits derived from the relationship.
Competitive advantages create superior performance outcomes. We include a general measure of competitive advantage, relative superiority SUPER of the counterpart compared to other potential partners, which should impact profits positively. The insurance companies are asked about the sales effort of the agent relative to other agents (territorial coverage and sales force), whereas the agent reports on the company's products and management superiority relative to other insurance companies.
Model Estimation and Hypothesis Testing Results
We formulated a system five equations based on Figure 2 : 
To ensure that the data from the two insurance companies could be combined, and that the insurance companies and their agents could be pooled, Chow tests were performed separately on each of the equations for each of the four data sets (insurers and agents for each of the two companies). The results indicate that the four data sets do not differ with respect to intercepts and slopes; hence the four data sets were pooled for further analysis. The entire system was estimated simultaneously using two stage least squares. Because the measurement scales differ in terms of their ranges, we report standardized estimates in Table 4 to allow for direct comparisons of the magnitudes of effects.
Antecedents and Consequences of Perceptual Error
The effect of the direction of perceptual error (DPE, i.e. coherent illusions) on the image of the counterpart (IMA) is 3 2 = 0 320, and on goal congruence (GOAL) is 2 2 = 0 426 (estimated at the mean of perceptual error), indicating that overstating the counterpart's relational closeness positively impacts the image a party holds of the counterpart and experienced GOAL. Likewise, underestimating the CRC has a strong negative impact. H1A and H1B are thus supported. The moderator variable EPE itself has a negative effect on the image of the counterpart ( 3 1 = −0 484) but not on GOAL, demonstrating that the greater the perceptual error (regardless of direction of error), the more unfavorable the image the focal party holds of its counterpart. The effect of the DPE is moderated by the EPE, for favorability of image (IMA 3 3 = 0 262) and for goal congruence (GOAL 2 3 = 0 296). These estimates support H2A and H2B, which state that the more parties over-or underestimate their CRC, the more favorable or unfavorable is the image they hold of their counterpart and the more or less GOAL they experience with their counterpart. H2C and H2D, which state that only the EPE should have an influence on the framing of the counterpart, are thus rejected.
Taken together, these results indicate that the direction of perceptual error impacts the framing of the counterpart. When a party overall understates its CRC (55.6% suffer from such a coherent negative illusion), it frames its counterpart in an unfavorable way. When the focal party overall overstates its CRC (34.0% hold such a coherent positive illusion), it frames its counterpart in a favorable way. And the greater the EPE, the stronger the effects. So, a party is better off erroneously believing the counterpart to be highly relational than to accurately perceive the counterpart as moderately or little relational.
In terms of the antecedents of perceptual error, the older the relationship becomes (AGE), the less parties misread their CRC (EPE 1 1 = −0 073), supporting H3. Although parties do not update their perceptions of the counterpart immediately, they do improve their perceptual accuracy over time. Also as expected, the INFORMS holds copyright to this article and distributed this copy as a courtesy to the author(s).
Additional information, including rights and permission policies, is available at http://journals.informs.org/. more the two parties engage in honest communication (COM), the more accurate is one party's perception of the counterpart (EPE 1 2 = −0 269).
Later Stages in the Causal Chain
How one frames the counterpart (GOAL and IMA) impacts the level of CONF. In accordance with H4A, the more positive the IMA, the less conflict (CONF) is experienced in the relationship ( 4 2 = −0 344). Consistent with H4B, the greater is perceived GOAL, the less conflict is experienced ( 4 1 = −0 505). In turn, the intensity of COM leads parties to share the same business objectives ( 2 4 = 0 121). However, the COM has no impact on the IMA or the level of CONF. While communication has some impact on GOAL, it apparently loses its impact on conflict once the influence of the framing of the counterpart on conflict is taken into account. This pattern is replicated by two other variables, TURN and PERS. While, as predicted, turnover has a negative impact on the image of the counterpart ( 3 4 = −0 162), and quality of the personnel has a positive impact ( 3 5 = 0 261), both variables lose their impact on conflict when accounting for the influence of IMA on conflict. As per H5, conflict (CONF ) dampens perceived profitability (PROF 5 3 = −0 364). Furthermore, each party sees the relationship as more profitable to itself (PROF ) the more it perceives SYN between insurers' products and agents' portfolios (SYN 5 1 = 0 075), and the more its sees the counterpart as being superior relative to competitors (SUPER 5 2 = 0 224).
The control variables of the actual level of relational closeness as exhibited by the involved parties impact the functioning of the relationship. Specifically, the focal party's ORC positively impacts the image of the counterpart ( 3 7 = 0 121), perceived GOAL ( 2 5 = 0 246) and profits derived from the relationship ( 5 4 = 0 246) and negatively impacts experienced conflict ( 4 6 = −0 234). Likewise, the counterpart's relational closeness (CRC) positively impacts the IMA ( 3 8 = 0 332), perceived goal congruence ( 2 6 = 0 340), and profits derived from the relationship ( 5 5 = 0 080). The level of investments in the partner shows a different pattern, though. In accordance with Anderson and Weitz' findings (1992) that investments in a partner serve as pledges, the level of OINV has a negative impact on the IMA ( 3 9 = −0 115), indicating that the more the focal party makes itself dependent on the counterpart, the less favorably it views the counterpart. Similarly, OINV has a positive impact on experienced conflict ( 4 8 = 0 208), but also increases profits ( 5 6 = 0 124). The counterpart's level of investment in the focal party (CINV) has a positive impact on the image the focal party holds of the counterpart ( 3 10 = 0 090) and on how much the focal party experiences GOAL with the counterpart ( 2 8 = 0 120).
Discussion
In accordance with the social perception view, adapted to standing B2B relationships, we find that INFORMS holds copyright to this article and distributed this copy as a courtesy to the author(s).
the perception of relational closeness largely determines the functioning of a business relationship. How a focal party perceives the CRC influences how the focal party frames the other company. When a focal party neither overstates nor understates its CRC on an overall basis (which can happen merely because the errors are in opposite directions), the extent of perceptual error only slightly worsens how the focal party frames the counterpart, in line with the assumption in the behavioral and analytic decision literature that perceptual error should always be detrimental. However, when a party overstates or understates its CRC overall, the situation changes dramatically. In line with the social psychology view and Weick's (1995) position that positive illusions can be functional, erroneously overstating the CRC strongly improves the image the focal party holds of the counterpart and its perception of GOAL. And erroneously understating the CRC has a strong negative effect on these factors. Given that most companies understate their CRC (55.6%), which hurts their relationship, Weick's (1995) focus on the benefits of positive illusions provides a distorted picture of the effects of perceptual error. Furthermore, the greater the EPE, the stronger are the effects of coherent illusions. When a party misperceives the counterpart as relationally closer than it actually is (a coherent positive illusion), its positive illusion is functional. Therefore, becoming perceptually more accurate (that is, perceiving the counterpart correctly as less relational) worsens one's framing of the counterpart, resulting in inferior functioning of the relationship. The focal party is better off maintaining its illusion. We find this to be the case for 34% of all examined relationships. In contrast, misperceiving the counterpart as relationally more distant than it actually is, a coherent negative illusion, is dysfunctional. In this pessimistic zone, correctly perceiving the counterpart would benefit the relationship's functioning. We find this to be the case for 55.6% of all examined relationships. The focal party is better off correcting its errors. These effects occur outside a company's awareness because decision makers erroneously believe that they accurately understand their counterparts. It might even be difficult to convince them otherwise, given that decision makers are also very confident in their erroneous belief that they accurately perceive their business partner. This argument is also in accordance with our speculation that a self-serving attributional style is partly responsible for coherent negative illusions being more frequent than coherent positive illusions.
It should be noted that positive illusions are not always beneficial. Positive illusions about specific objectives such as debt service, cash flow, and meeting the payroll are without doubt detrimental because a manager must have an accurate understanding of his or her organization's financial performance (Weick 1995) . But when characteristics are less easily observable, such as relational closeness of the business partner, positive illusions do have a beneficial effect on the functioning of the relationship.
Framing is not simply a matter of politeness or social niceties. Both the image a firm holds about the counterpart and the GOAL it experiences in the relationship influence how frequently and intensely the focal firm will disagree with the other party. Conflict, in turn, drives how profitable the relationship will be for the focal party. Whether the firm considers it important or not to know its business partner well, perceptual error in reading the counterpart has powerful consequences for the economic success of the relationship. Perceptual error can be decreased by communicating frankly and intensely. Firms also become more accurate over time, suggesting they use the time to learn to read each other better.
Our results also point to other ways to improve relationship functioning. One way to improve one's image is to employ highly competent liaison personnel and keep them in the relationship (low turnover). It is noteworthy that personnel turnover and personnel quality (as well as candid communication) have no direct effect on experienced conflict in the relationship. Conflict is determined by the image (favorable versus negative) of the counterpart and by experienced GOAL. Apparently, the framing effect of the firm's image of the counterpart is so strong that it dominates any other factor. Stated differently, when focal firms think their business partner is obnoxious (disinterested, inflexible, unforgiving, inconsistent, not trusting, and unreasonable), conflict is preprogrammed.
Of course, there are limitations of our study. Our model is an as-if model of processes that unfold slowly. Directly testing the causal links would require longitudinal dyadic data, a daunting task. Furthermore, the empirical test is limited to one type of B2B relationship (distribution channels) in one industry (insurance). Personification processes might be more likely to occur in services than in products, and inaccurate perceptions of relational closeness might be more likely in the insurance industry because of moral hazard problems than in other industries. In addition, the domain of perceptual accuracy is the entire relationship: By sampling four elements (two norms, two behaviors), this research might have overlooked other types of perceptual accuracy. Finally, the proposed psychological mechanisms are not directly measured but are inferred from state variables; hence, any causal interpretation can only be preliminary. For example, a reversed causality interpretation would suggest that outcomes cause the framing of the counterpart, which in turn drives perceptions and the degree of candid communication (Geyskens et al. 1999) . INFORMS holds copyright to this article and distributed this copy as a courtesy to the author(s).
However, there are several reasons to believe that perceptions and expectations drive behavior, rather than the other way round. First, if outcomes drove performance, which in turn drove perceptions, perceptions should always be accurate because parties are accurate in assessing their outcomes. Also, it could not be the case that parties believe they are accurate when, in fact, most of them are underestimating their counterparts' relational closeness. Second, apart from many laboratory demonstrations of the perceptionsbehavior link (e.g., Zanna and Pack 1975, Snyder and Swann 1978) , such mechanisms have also been demonstrated in a quasi-experimental longitudinal field study (Seaver 1973) . Similarly, that candid communication causes an increase in perceptual accuracy has been shown by Swann and Ely (1984) in the laboratory. Finally, the effects of over-and underestimation of the CRC, as well as the effects of the framing of the counterpart, are not merely the result of simply imputing a favorable image and GOAL to the counterpart based on high levels of ORC, as these effects are controlled for.
Future Research
Our results confirm findings from previous research that perceptions are a strong determinant of the functioning of B2B relationships. Perceptions matter not only in terms of how accurately a party perceives its CRC, but also how it frames its counterpart in terms of the image it holds of the counterpart and perceived GOAL. How a focal party frames its partner is a strong determinant for how much conflict is experienced in the relationship and thus, ultimately,
Appendix. Items and Measurement Analyses

Measurement Characteristics
Companies Agents
Own Commitment (after Anderson and Weitz 1992) 1. We have a strong sense of loyalty to this agent/ producer. 2. We are continually on the lookout for another agent/ producer to replace this agent/producer. (reverse) 3. We expect to be working with this agent/producer for some time. 4. We are willing to dedicate whatever people and resources it takes to grow sales for this agent/ producer. 5. Any concessions we make to help out this agent/ producer will even out in the long run. * 6. We are quite willing to make sacrifices to help out this agent/ producer from time to time. * 1. I have a strong sense of loyalty to this company. 2. I am continually on the lookout for another company to replace this company's products. (reverse) 3. I expect to be working with this company for some time. 4. I am willing to dedicate whatever people and resources it takes to grow sales for this company. 5. Any concessions I make to help out this company will even out in the long run. * 6. I am quite willing to make sacrifices to help out this company from time to time how much profit is realized. This is exemplified by the fact that, once the impact of how a focal party frames its counterpart is taken into account, other factors such as candid communication, quality, and turnover of liaison personnel lose their impact. Taken together, these findings suggest that theories of B2B relationships ought to put more emphasis on the perceptual mechanisms that influence how business parties interact. Given the importance of perceptions in the development of B2B relationships, it is still unclear what drives these perceptions. For example, why do the majority of companies understate the relational closeness of their business partners? We speculated that one factor is self-serving attributions; that is, a party's tendency to attribute successes to own effort and failure to the lack of effort of the counterpart. How can these attributional tendencies be counteracted? And, apart from honest communication and time, are there other factors that determine how accurately a party perceives its counterpart? What economic factors drive the image a party holds of its counterpart? In short, we believe there is considerable potential for future research to uncover the perceptual mechanisms in B2B relationships.
